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All values in million US$ Exchange rate as of 10/15/72 
unless otherwise stated US$1 equals Mex. $12.50 


KEY ECONOMIC INDICATORS: MEXICO 


ITEM Final Preliminary Preliminary Jan-June 
INCOME, PRODUCTION 
a urren rices 33,848 36,432 N.A. 

GDP at Constant 1960 Prices 23,896 24,600 N.A. 
Per Capita GDP, Current Prices 

in US$ 669 701 N.A. 
Fixed Investment, Public and 

Private 6,839 Beh. N.A. 
Industrial Prod. Index(1970-100) 100 103.5 L136 
MONEY, PRICES 
Money Supply 3,921 4,245 4,318 
External Public Debt 

Outstanding 1/ 3, 787 N.A. N. 
Debt Service Ratio to 

Current Acct. Earnings (est) 23 (est) 24 (est) 24 
Interest Rates (Commercial 

Bank Prime) 11.0-12.0 11.0-12.0 11.0-12.0 
Consumer Price Index, 

National (1968-100) 108.5 114.1 37.23 
Wholesale Price Index, 

Mexico City (1954-100) 174.1 180.5 184.2 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign mxchange 


Reserves 820 1,020 1,130 3/ 
Balance of Payments +102 +200 ish. 
Balance of Trade -1,108 -968 -456 
Exports, FOB _ reval.) 1, 368 1,443 901 

U.S. Share 2 970 1,022 659 
Imports, CIF 2,456 2,411 1,357 

U.S. Share 1, 566 1,478 813 


Main imports from U.S. in 1971: Chemicals (inorganic and organic), med- 
icinal and pharmaceutical products; Machinery and Equipment (electric 
and non-electric): office machines, metal working machinery and machine 
tools, paper and printing machinery, construction and mining machines; 
Automotive accessories and parts; Iron and Steel Products. U.S. agri- 
cultural products continue to maintain an important share of the Mexican 
market - particularly fats, oils, cereals, and hides. 


1/ Maturities of one year or more, Central Government and decentralized 

sat agencies. 

2/ Includes revaluation calculated by Embassy. 

3/ April 30, 1972 

Sources: Bank of Mexico, Secretariat of Industry and Commerce, and 
Embassy calculations. 


ECONOMIC TRENDS REPORT - MEXICO 


SUMMARY 


The Mexican economy can be expected to enjoy an increasing 
rate of economic growth during the remaining months of 1972 
and into 1973. Despite a slow start in the beginning months 
of this year, Mexico's Gross Domestic Product (GDP) should 
register a gain of 5 - 5 1/2 percent for the year and should 
exceed 6 percent in 1973. In 1971, Mexico's GDP grew by only 
3.7 percent. 


Current Mexican Government monetary and fiscal policies are 
aimed at growing but non-inflationary economic development. 
This will complement Government policy aimed at alleviating 
some of Mexico's pressing social problems -- particularly 

in the fields of health and education -- which are particu- 
larly acute in Mexico's impoverished rural sector. Like any 
developing country, Mexico faces serious challenges to its 
continuing economic and social development, but so far seems 
capable of confronting them. 


The United States remains the predominant supplier of Mexi- 
can imports, about 60 percent during the first six months 

of 1972, and 62 percent during calendar year 1971. During 
the first half of this year, about 73 percent of Mexico's 
exports were destined for the US, about the same as in 1971. 
Although US exporters continue to face strong competition 

in Mexican markets, they have several important factors work- 
ing in their favor. Their task will be assisted if they take 
advantage of the facilities available at the US Trade Center 
in Mexico City. 


Increased Mexican investment plans for the remainder of 1972 

and 1973 offer excellent opportunities for expanded exports, 

particularly of capital goods. Monetary realignments should 

enable alert US exporters to improve their competitive advan- 
tage vis-a-vis Japanese and European producers. 
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CURRENT SITUATION AND ECONOMIC TRENDS 


Increased Growth Rate for 1972 


Mexico registered an increase in real Gross Domestic Product 
(GDP) of only 3.7 percent in 1971, according to a revised 
Banco de Mexico (central bank) report issued on August 8, 
1972. Given Mexico's high rate of population growth (3.5 
percent) per capita GDP improved by only 0.2 percent last 
year, This reduction of real GDP growth from the 7 percent 
range in recent years was largely the result of Mexican Gov- 
ernment monetary and fiscal policies designed to reduce dom- 
estic inflationary pressures and the foreign trade deficit. 
Once these policy goals had been achieved, the Government 


instituted a new program designed to stimulate the economy 
in a non-inflationary manner. 


Early indications are that the new Mexican actions have 


been successful, and that Mexico is now in the beginning 
stages of faster economic expansion, with inflation under 
control (see below). Real GDP is expected to grow by 5 - 
5.5 percent this year, almost half again faster than in 
1971, but below the 7 percent rate achieved in other recent 
years. 


The new Mexican Government policy includes selective reduc- 
tions in central bank reserve requirements, an increase in 
the rate of monetary growth, certain tax incentives, a speed- 
up in public sector projects, and early payments of end-of- 
year bonuses to public sector employees. 


Retail sales have been picking up considerably through the 
first months of this year and an increase in Christmas sea- 
son retail sales of 30 percent (over 1971) has been pro- 
jected by the retailers' trade association. During the 
first six months of this year, retail sales of many dom- 
estic items have increased by the percentages indicated: 
milk and milk products (+22 percent); edible oils (412 
percent); soaps and detergents (+11 percent); beer (+17 
percent); and canned foods (+12 percent). 


Sectoral Growth Rates Improve 


Sectoral growth of the Mexican economy during the first half 
of 1972, while not uniform, was most encouraging. Industrial 
production, as detailed below, increased by 9.5 percent in 
the January-June period. Sugar production in 1972-73 is 
expected to be up from the 1971-72 production levels and no 


problems are foreseen in Mexico's ability to continue to 
supply the U.S. quota. In the agricultural sector, the out- 
look is mixed. Coffee export earnings are estimated to be 

up significantly with the higher world prices. Due to ad- 
verse weather, cotton production as well as exports in 1972- 
73 are estimated to be somewhat lower than the previous year. 
Fruits and vegetable production is expected to continue ex- 
panding as in past years and exports will be up. In the 
grain sector total production is off in 1972-73 and increased 


imports of corn, wheat and sorghum are estimated. Total oil- 
seed production is somewhat lower and slightly higher imports 
of soybeans and/or soybean meal are forecast. Livestock pro- 


duction is up and with the lifting of the U.S. meat import 


quota Mexico is expected to have somewhat higher shipments 
to the U.S. in 1972. 


Industrial Production: Irregular Increases 


In the industrial sector, output increased by 9.5 percent in 
the first half of 1972 over the same period last year. How- 
ever, this progress was irregular. The steel industry in- 
creased production by ll percent. Passenger car production 
was up by the same amount, but truck production increaseg 

by 22 percent. Chemicals were disappointing, with produc- 
tion increases of only 6 percent compared with January- 

June 1971, a depressed production period. Reflecting the 
growth in the construction industry, however, cement produc- 
tion was up 15 percent during the first six months of 1972. 
Pulp and paper production increased by 7.4 percent. In gen- 
eral, then, the trend in industrial production is in an up- 


ward direction, though some sectors are moving with more 
alacrity than others, 


Construction Industry Moves Sharply Ahead 


The construction industry has moved out of the stagnation 
it experienced in 1971, and by mid-year reached its strong- 
est point since the start of the Echeverria administration 
in December 1970. Output from the construction sector in 
the first few months of 1972 was 14 percent higher than same 
period last year, and there is every indication that this 
percentage figure will have been exceeded at year's end. 
New private housing starts in the Federal District in the 
first half of 1972 are 16 percent ahead of the same period 
of 1971. Other urban centers also are doing well. Sales 
of construction materials were up 15 percent. Actual con- 
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struction under INFONAVIT, the new Government low-cost hous- 
ing program for workers in private industry began on schedule 
August 15, and 40,000 units are to be built under this pro- 
gram by the end of the year, with 100,000 units annually 
scheduled for the next four years. The Government is ex- 
pected to spend on just three projects - INFONAVIT, rural 
public works, and extension of the beltway and subways 
systems in Mexico City - at least US$22 million in the sec- 
ond half of 1972. Further impetus to the construction in- 
dustry during the coming years will result from the announce- 
ment by President Echeverria in September that the Government 
housing program will be extended to Civil Service employees 
and to the military. 


Power, Communications, Public Sectors Rise 
Electric power generation in Mexico was 9.8 percent higher 
in the first half of 1972 than in the corresponding period 
of last year. The Federal Electricity Commission plans to 
invest US$1.37 billion in 1972-74 in order to expand gen- 
eration and distribution of electricity. The transporta- 
tion and communications sectors rose about 8 percent in the 
first half of 1972 as compared with 1971, with the public 
sector also increasing, but by an as yet undetermined amount. 
President Echeverria announced in his Informe that public 
sector spending will increase by an average increment of 

30 percent during the remainder of his term, which ends in 
1976. Public works spending in 1972 is sharply above 1971, 
when the Government was fighting inflation. Christmas 
bonuses to public sector employees are to be paid two months 
early, as a commercial stimulus. 


Mixed Outlook for Mining and Petroleum 


The Mexican mining picture continued to be dark through the 
first half of this year. Among the important minerals, only 
copper, manganese, and barite have shown production increases 
over the first six months of 1971, while sulfur has continued 
to lead the way in the general decrease. Exports are down 
0.3 percent, to US$81 million. Industry sources hope for 

an upturn in production at the end of 1972, due to higher 
prices and increased smelting facilities. Production of 
refined petroleum products has been increased by Petroleos 
Mexicanos (PEMEX) in response to increasing domestic demand, 
but only at the cost of increased crude imports. PEMEX' 


—~ 


domestic sales in the first half of 1972 are 10 percent 
higher than for the same part of 1971. Gasoline produc- 
tion is up 18 percent. Proven reserves have not changed in 
two years now. It is not known whether the Government will 
channel additional financial resources to enable PEMEX to in- 
crease exploration and crude production. The Mexican Gov- 
ernment recently ruled out a price increase for gasoline 

and natural gas, thus inhibiting PEMEX from generating 
needed investment capital from its own sources, 


Inflation Under Control 


The acceleration of wholesale price increases which was 
marked in 1970 was sharply reduced in 1971. In 1972, it 
appears that the inflation rate has been somewhat further 
reduced. In the first six months of 1972, the Mexico City 
wholesale price index, a leading indicator of consumer 
price trends, was up at an annual rate of only 2.1 percent. 
The Mexico City wholesale price index increased by 3.7 per- 
cent in the calendar year 1971. During January-June 1972, 
the national consumer price index increased by 2.7 percent. 


Export Growth Aids Foreign Trade Situation 


Preliminary figures, including revaluation of certain agri- 
cultural and mineral products, show that total Mexican ex- 
ports in the first six months of 1972 are 22.2 percent high- 
er than in the first half of last year. Imports are up by 
11.2 percent. Most of the increase in exports is in the 
manufactures area. While firm figures are not yet avail- 
able, it appears that revenue from U.S. tourism is run- 
ning substantially ahead of last year. The Mexican Govern- 
ment is laying great stress on the export promotion and 
tourism programs. Trade missions have been to Eastern Eur- 
ope and will soon go to China, as well as to more tradi- 
tional markets. Considerable investments are being made 

in tourist facilities here. 


International Reserves at Record High 


The net international reserve position of the Banco de 
Mexico (central bank) improved by US$259.8 million dur- 
ing the twelve months ending April 30, 1972. On that 


date, Mexico's net reserves stood at US$1.13 billion, a 
record high. 








Mexico Accepts Foreign Investment Selectively 


The Mexican Government accepts foreign investment if it meets 
Mexico's own criteria. In general, the Mexican Government 
prefers that investment be directed outside principal urban 
areas, non-competitive with Mexican capital, in a joint ven- 
ture or similar arrangement, involve transfer of what the 
Mexican Government deems to be needed technology, or con- 
tribute to export expansion. Proposed investments not meet- 
ing these criteria might be approved if they are considered 
useful in the light of Mexico's economic development needs. 
Mexico does not have a general foreign direct investment 
law, so each proposed investment is decided by the Mexican 
Government authorities on a case-by-case basis. 


Recently, high Mexican government officials have devoted 
considerable attention in their public statements to crit- 
icism of the private sector for lack of "social conscience". 
Foreign investors in particular have been criticized on 
these grounds, and, inter alia for allegedly "decapitaliz- 
ing" Mexico through excessive remittances abroad. These 
statements have created some uncertainty on the part of 
private sector investors -- Mexican and foreign -- concern- 
ing future Government policies relating to state control 
over the private sector in Mexico. There has also been 
sharp criticism of the terms under which foreign technology 
has been imported by Mexico, and the strong possibility 
exists that new regulations governing technology agree- 
ments will be issued in the near future. 





IMPLICATIONS FOR THE UNITED STATES 


Mexico's Economic Growth Affords Opportunities for United 
States Expor ers 


Mexico's projected healthy rate of economic growth during 
the balance of 1972 and into next year provides alert U.S. 
exporters, particularly of capital goods, with many sales 
opportunities. 


Some American firms are moving to establish close ties with 
Mexican companies, a proven way to do business in Mexico. 
These business connections include joint ventures, sales 
representation, and licensing arrangements. American 


exporters have several advantages they should capitalize 
upon. These include 1) well-known and respected brand 
names in Mexico; 2) short delivery time not only for in- 
itial export items but also for replacement parts, etc.; 
3) quick engineering and sales service, where required; 

4) a language advantage - English is the most common 
second language in Mexico, and more and more American bus- 
inessmen are learning Spanish; 5) prompt financing facil- 
ities through such programs as the Export-Import Bank's 
streamlined procedures for preliminary commitments, and 
Exim's Cooperative Financing arrangements with Mexican 
banks; and 6) the improved price position of US products 
relative to many foreign competitors as a result of recent 
monetary realignments. 


Specific areas which appropriate US firms will want to 
investigate include capital goods in the following areas: 
petroleum, petrochemicals, electric power, railroads, 
transportation and telecommunications, used aircraft, 
airport facilities, heavy construction equipment, paper 
and pulp industries, computers and peripheral equipment 
for office and industrial uses. 


Capital goods in general will continue to account for the 
bulk of Mexico's imports, while the GOM will continue to 
discourage the import of consumer items, especially if an 
equivalent item is manufactured in Mexico, In summary, 
Mexico should, during the next two years, remain at least 
the sixth, and possibly the fifth, largest U.S. export mar- 
ket in the world, particularly if U.S. exporters are alert 
to the opportunities which the growing Mexican economy pro- 
vides. 


U.S. Trade Center Provides Services for United States Exporters 


The U.S. Trade Center in Mexico City is staffed with exper- 
ienced economic-commercial personnel. It has become a focal 
point for U.S. businessmen seeking to market their products 

in Mexico. Recent exhibitions at the Trade Center featured 
analytical instruments (April), office equipment (June), and 
food processing machinery (September). In October, the Trade 
Center is presenting an exhibition of graphic arts machinery. 
During 1973 the Trade Center plans the following presenta 
tions: plastic industry (March); paper and pulp industry (May); 
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and equipment for pollution control (June). Other shows 
under consideration include medical equipment, and equip- 
ment for the metallurgical industry. 


In addition to formal shows initiated by the Department of 
Commerce in Washington, the Trade Center also has a popular 
"Privately Sponsored Exhibition" program which allows U.S. 
exporters and their Mexican representatives to use the fac- 
ilities of the Trade Center free of charge for a wide var- 
iety of promotional activities. A successful example of an 
informal presentation was the "Steel Technology - USA" sem- 
inar held at the Trade Center in early October. This show 
introduced new American steel technology to key members of 
the Mexican steel industry. Many American exporters have 
found the Trade Center an ideal vehicle for penetration of 
the important and expanding Mexican domestic market. For 
further information on this, one should write to Director, 
U.S. Trade Center, Apartado Postal M-2805, Mexico 1, D.F. 
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